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COMMENTS OF WISCONSIN BELL, INC., D/B/A/ AMERITECH WISCONSIN

As requested by the Public Service Commission of Wisconsin in the Notice of
Investigation dated August 19, 2002, comments are being provided concerning possible revisions
to the Uniform System of Accounts as prescribed by the PSCW. Comments have been
incorporated directly info the summary document provided by Commission staff at the July 24,
2002 meeting with the ILECs and interested parties.

Generally speaking, Ameritech Wisconsin recommends that the PSCW adopt all
revisions to the FCC’s Uniform System of Accounts effective January 1, 2003. The FCC has
considered requests and recommendations provided by all commenters in the Phase [, Phase I
and Phase III review of CC Docket No. 00-199 pertaining to the 2000 Biennial Regulatory
Review — Comprehensive Review of the Accounting Requirements and ARMIS Reporting
Requirements for Incumbent Local Exchange Carriers. The FCC has effectively evaluated
potential risks to ratepayers, efficiencies for carriers, competitive impacts upon the
telecommunications industry, impacts upon other regulatory processes (e.g. separations, interstate
access rate development, cost studies, wholesale rate development, cost allocations, ARMIS
reporting etc.), and the dual jurisdictional responsibilities of the federal and state commissions.

The FCC’s final order specifically considered the comments of all state commissions when
deciding to eliminate and/or consolidate existing accounts and whether to add new accounts in the
“Report and Order in CC Docket Nos. 00-199, 97-212, and 80-286” dated November 5, 2001
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and optical circuit equipment, and wholesale and retail sub-accounts for Customer Services, the
FCC denied the request to add loop and interoffice sub-accounts, UNE specific revenue and
expense accounts, and USF related sub-accounts based upon the evidence presented.

The FCC also rightfully acknowledged the importance of uniform accounting in 21 of the
Report and Order:

“Uniformity provides efficiency to the regulatory process for both federal and state
regulators because regulators need only have expertise in one accounting system. Uniformity
among states allows regulators or other interested parties to compare and benchmark the costs and
rates of incumbent carriers operating in various states. A comparative analysis of these costs
could be hindered, at least to some extent, if that data were too aggregated. At a reduced level of
detail, data could mask important inter-company differences in utilization of various technologies
and deployment of various types of plant. One goal of our reform of accounting and reporting
requirements is to determine whether those regulatory benefits are outweighed by the burdens
imposed on carriers and ratepayers.”

For carriers such as SBC that provide local telecommunications services in multiple state
Jurisdictions, any deviation from the FCC’s “uniform” accounting rules presents an unnecessary
burden for the carrier to build and maintain state specific accounting rules, accounts, reports,
systems and ledgers.

Ameritech Wisconsin believes that Wisconsin ratepayers, carriers and competitors are
fundamentally similar to the ratepayers, carriers and competitors of other states where
commissions have fully adopted the FCC’s revised accounting rules. Furthermore, as a price
regulated telecommunications utility operating in Wisconsin, ratepayers are protected through
price-capped rates for basic services. Competitors have access to open networks and ILEC

customers in the local marketplace. Further deviation from the FCC’s accounting rules and

regulations are not required protect Wisconsin ratepayers or to foster competition.

Respectfully Submitted,

-

Director-Regulafory Finance
SBC Ameritech Wisconsin
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Daniel W. Matson verim

Vice President
Regulatory and Government Affairs

100 Communications Drive
P.O.Box 49
Sun Prairie, WI 53590-0049

September 20, 2002 Phone: 608-837-1732

FAX: 608-837-1128
E-mail: dan.matson@verizon.com

Ms. Lynda Dorr, Secretary to the Commission
Public Service Commission of Wisconsin

i AW
610 North Whitney Way REC =
P.O. Box 7854 0 2002
Madison, WI 53707-7854 SEP 2 N
oAl o3 A

TELECO! D\V SON P &
In the Matter of Prescribing a Uniform System of Accounts a L,
For Class A and Class B Telephone Utilities 05-US- 1I3 o
Dear Ms. Dorr, J

As invited by the Notice of Investigation in the referenced docket dated August 19, 2002, attached
are an original and fifteen (15) copies of the Comments of Verizon North Inc.

Please contact me if you have questions or need further information relating to this matter. In my
absence, please contact Paul Verhoeven of my staff at (608) 837-1771.

Very truly yours,

Daniel W. Matson

C: Kevin Klingbeil - PSCW
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BEFORE THE
PUBLIC SERVICE COMMISSION OF WISCONSIN

In the Matter of Prescribing a Uniform System of Accounts )
For Class A and Class B Telephone Utilities ) Docket 05-US-113

COMMENTS OF VERIZON NORTH INC.

Pursuant t(.).t‘he August 19, 2002, Notice of the Public Service Commission of
Wisconsin (“Commission”), Verizon North Inc. (“Verizon™) provides the following
comments on whether changes should be made to the Uniform System of Accounts
(“USOA”) for Class A and Class B telephone utilities as a result of a Federal
Communications Commission (“FCC”) order released November 5, 2001, in CC docket
Nos. 00-199, 97-212, and 80-286 (“FCC Order”). The FCC’s changes to Part 32 of its
rules will generally be effective January 1, 2003, for incumbent local exchange carriers
(“ILECé”). Specifically, the Commission seeks specific comments, including suggested
language for the USOA, concerning the following:

1. The Phase 2 Further Comments of the Commission filed with the FCC on
July 12, 2001, in CC docket No. 00-199 (“Further Comments”).

2. Whether the Commission should adopt 47 C.F.R. 32.27, Transactions with
Affiliates.

3. What consideration, if any, the Commission should grant ILECs subject to
dual jurisdiction of the FCC and this Commission.

4. Commission staff analysis prepared for discussion purposes on July 24,

2002.



Item 1. The Phase 2 Further Comments of the Commission Filed With the FCC on
July 12, 2001, in CC docket No. 00-199 and Item 4., Commission Staff Analysis
Prepared for Discussion Purposes on July 24, 2002.

Items 1 and 4 will be addressed in detail in Attachment A, however the most
troubling and burdensome of Staff’s proposed changes are addressed in more detail

below.

Accounting System Requirements

In reviewing the Commission Staff’s (“Staff”) comparison of the Commission’s
current USOA with the FCC’s Part 32 USOA that will be effective January 1, 2003, it is
apparent that Staff wishes to retain some of the information that would be eliminated as a
result of the FCC Order. In addition, Staff is proposing to add some additional
requirements. However, the Staff should not impose specific methods for an accounting
system to capture the information required. Not all companies have the same systems,
and there may be more efficient ways to meet the information requirement. Instead of
mandating how incumbent local exchange carriers (“ILEC”) should maintain this
additional information in their accounting systems, the Commission should simply
indicate what additional information is required and why it is required. This will allow
ILECs to determine the most efficient method to capture the information, whether it is
through a main account, subaccount or subsidiary record. In addition, this will also allow
multi-state ILECs such as Verizon to meet differing state requirements more easily.
Verizon urges the PSCW to only require what is absolutely necessary, thus avoiding the
burden and cost of maintaining two accounting systems.

Studies and Cost Allocation Processes Should Not be Part of an Accounting
System




In the Commission’s Further Comments, the Commission proposed a number of
changes to the USOA for further consideration by the FCC. The changes the
Commission suggested to the FCC are nothing more than cost allocations that are
extensions of the jurisdictional separations process. (See Attachment A, accounts
32.2212, 2232, 2310-2362, 2410-2441, 6212, 6232, 6310-6362, 6410-6441 and 6500
series.) To implement the changes the Commission suggests would require a revival of
studies that identify loop vs. interoffice investment performed in jurisdictional
separations. These studies were frozen by the FCC order released May 22, 2001 in CC
docket No. 80-286 and are no longer being conducted. New studies would also be
required to identify traffic vs. non-traffic. Verizon strongly disagrees with any attempt
by the Commission to move studies and cost allocation processes into the accounting
system.

Splitting Accounts Between Retail and Wholesale

Another requirement that Verizon requests the Commission not implement is the
proposed splitting of various expense accounts into wholesale and retail accounts. To
accomplish such a wholesale/retail split would require studies to be conducted, costs to
be allocated and the allocation results to be journalized. Normally cost allocations occur
after costs are booked, and results of the allocation are not journalized. These proposed
changes parallel what the FCC is attempting to accomplish; and the purpose of such a
split is to assist states in developing UNE rates. However, in reality, such accounting
information would not be useful at all. At the point in time a UNE study would actually

be done, it would not be based on outdated accounting statistics, it would use the most



current, forward-looking data available. This particular issue is so troublesome that the
industry has petitioned the FCC to reconsider this one accounting item.

Furthermore, the Commission’s proposal to combine various expense accounts
into retail accounts incorrectly assumes that accounts 32.6610 and 32.6623 are strictly
retail. Product Management costs are resident in account 32.6610 and product managers
must manage wholesale operations. The costs in account 32.6623 includes more than
costs to service retail end users. It also includes business office costs to service
competitive local exchange carriers (“CLEC”), as well as CLEC billing and collection
costs. These are valid wholesale costs.

Changes From FCC Biennial Review Order

Verizon also requests that the Commission implement the changes that were
adopted earlier by the FCC in its Phase 1 Biennial Review order on March 8, 2000.
These changes include the elimination of the expense matrix requirement, consolidation
of special purpose vehicles, garage work equipment and other work equipment, and a
$100,000 (instead of $10,000) threshold for account 32.2005, Telecommunications Plant
Adjustment. Since Verizon maintains the above information in subsidiary records,
implementing these changes that were previously adopted by the FCC would save the
expense and time to comply with the Commission requirement.

Synchronization of Changes

As the Commission determines whether changes should be made to the USOA,
Verizon stands ready to assist the Commission in completing a comprehensive review of

any changes. Such a comprehensive review would ensure the synchronization of any



changes throughout the entire USOA, thus eliminating any confusion and errors in its
application.

Item 2. Whether the Commission Should Adopt 47 C.F.R. 32.27, Transactions With
Affiliates.

Commission Rules Should Be Consistent With FCC Rules

Item 2 questions whether the Commission should adopt affiliate pricing rules that are
different from the_F_CC’s Part 32.27 for transactions between and among affiliates. The
Commission is also considering the creation of sub-accounts to identify affiliate versus
nonaffiliated amounts. The Commission should not adopt these distinctions. Instead, the
Commission should adopt the FCC’s requirements for affiliated interest transactions and
allocation of costs in 47 C.F.R. Part 32.27 for all telecommunications utilities.

Consistency with the FCC’s rules will result in lower costs and more streamlined
regulation. For example, to the extent that the Commission deviates from the FCC’s
USOA, Verizon will have to identify, quantify and record the differences for each
transaction subject to the different rules. The incremental costs associated with these
additional accounts and functions would need to be directly assigned to the Wisconsin
jurisdiction. Moreover, considerable information associated with affiliate transactions is
already readily available from a host of sources. This information is generated with the
intent of monitoring transactions between and among affiliates. To use USOA sub-
accounts to track these same relationships would not only be redundant, it would be
costly.

Consistency With FCC Affiliate Rules Is Beneficial

In addition, there is no public benefit that would be served by introducing

affiliate/unaffiliated sub-accounts into the USOA or, for that matter, by introducing



affiliate pricing rules that are different from the FCC’s. What is clear is that deviating
from the FCC’s rules will decrease the efficiency of telecommunications utilities
accounting operations, thus increasing costs. Conversely, using the identical set of
affiliate transaction rules will result in more streamlined regulation and lower cost.
Specifically, the Commission can gain efficiency by being able to more fully rely on the
controls and processes that are already in place under Part 64 of the FCC rules. These
include the annual preparation of the Cost Allocation Manual (“CAM”) and its review by
an independent audit firm. In addition, this audit firm must biennially attest that the
information in the CAM is compliant with certain FCC orders and rules. The FCC staff
also reviews the CAM and the audit work papers. The CAM document, itself, is
available for review by competitors or other interested parties. The CAM currently
details the affiliate transactions, including a description of the services provided or
received, the affiliate providing or receiving them, the pricing methodology used and the
frequency of the services.

ARMIS And Other Federal Reports

The FCC has established ARMIS Report 43-02, Tables I-2 and B-4 ("ARMIS")
‘which also addresses affiliate matters. These tables display data regarding local operating
company affiliate purchases of services and assets from, and the sales of services and
assets to, non-regulated affiliates. For instance, the ARMIS 43-02, Table I-2 reports
services and related activities between each local operating company and each non-
regulated affiliate, for all transactions that exceed $100,000 (on an annual cumulative
basis) for the report year. The ARMIS I-2 Table displays the total amount of all

transactions between each regulated and non-regulated entity.



To satisfy its obligations under §272(b)(5) of the Telecommunications Act of
1996, Verizon posts summaries of transactions between its local operating companies and
their Long Distance Affiliates on the Internet.! These contract-posting requirements are
complex. They require a minimum of 13 data entries to be posted for each contract
(including rates, terms and conditions), and frequently many more (even in excess of 100
items for a single contract). Like the CAM, Verizon’s compliance with §272 obligations
is subject to biennial audit.

Existing Wisconsin Affiliate Oversight
Wisconsin, too, already has controls for monitoring affiliate transactions. Under
Wisconsin statute 196.52, Verizon files every affiliate contract or a verified summary of
any unwritten contract with the Commission. Annually, Verizon submits the
Telecommunications Utility Report that contains the schedule “Affiliate Interest
Transactions.” This schedule provides a summary of transactions under established
affiliate interest contracts. Among other things, the summary includes the name of the
affiliate, the basis of pricing and dollar amounts. The annual report also contains the
schedule “Affiliate Assets and Liabilities” that reports activity for certain affiliate
accounts. The contract filings and annual reports allow the Wisconsin Commission to
monitor virtually every affiliate transaction entered into by Verizon. The Commission
already has more than sufficient information to monitor transactions between and among

affiliates, and there is no need for these redundant requirements.

Specific FCC Rules

Regarding specific affiliate interest rules, the Commission should adopt the

FCC’s prevailing price rule. With the adoption of the CC Docket No. 96-150 order (as

' CC Docket 96-150, §122.



modified by the CC Docket No. 00-199 order adopted October 11, 2001), the FCC
established a measurable threshold that allows a carrier or affiliate to use prevailing price.
The rule requires that more than 25% of a product or service be sold to unaffiliated
customers in order for that product or service to qualify for prevailing price treatment.
This significant threshold provides protection from any possible price abuse resulting
from limited sales to third parties. Significant sales to third parties by a carrier or affiliate
obviate the need for a study to demonstrate market price since the prevailing price
represents the market price. Utilizing a prevailing market price will allow
telecommunications utilities to avoid the cost of a market study, thus increasing their
efficiency.

In addition, the Commission should adopt the FCC’s service company exemption
that adequately guards against cross-subsidy. The FCC’s exemption is an efficient
method of pricing service company services while still providing protection from cross-
subsidies. 47C.F.R. Part 32.27 (c) exempts non-regulated affiliates from conducting
market studies and permits them to price services at fully distributed cost (“FDC”) if they
meet the definition of a “service company”. The definition of a service company is an
affiliate that exists solely to provide services to members of the corporate family. In
other words, a service company as defined by the FCC rule is operated as a “cost center”
not a “profit center”. A service company simply passes its costs on to the affiliates it
serves, usually with the goal of controlling costs and achieving the greatest efficiency
possible. The FCC’s approach is reasonable and effective.

Benefits Of Consistent Standards




Consistency between the FCC and Wisconsin rules would be much easier and less
costly to administer than the two different standards. In its December 24, 1996 Order in
CC Docket No. 96-150 (§148), the FCC stated that “ (r)equiring carriers to perform fair
market valuations for such transactions would increase the cost to ratepayers while
providing limited benefit.” The FCC recognized that these service companies allow the
corporation to gain the economies of scale and scope, which in turn are ultimately
transferred to the carriers through the valuation of the services at FDC. Consequently, it
was unlikely that market studies would result in identifying many services that could be
provisioned at costs lower than those provided by the service company — thus the limited
benefit. Furthermore, many of the services, such as corporate governance and strategic
planning, are proprietary to the corporation and are tailored to serve its unique needs.
Consequently, comparable market data is virtually impossible to obtain.

Market Study Threshold

Also, the Commission should establish a market study threshold for services and
assets using the FCC’s threshold of $500,000. In CC Docket No. 99-253 and as codified
in Part 32.27(c), the FCC increased its market study threshold for services from $100,000
to $500,000 referring to the existing threshold as a “de minimis exception.” The FCC
further added that “(b)ased on our experience enforcing affiliate transaction rules...(w)e
find that below this threshold the administrative cost and effort of making such a
determination will outweigh the regulatory benefits.” For similar reasons, the FCC
eliminated the requirement that carriers perform fair market comparisons for assets when
the value of the asset is less than $500,000. Order in Docket No. 00-199(implemented

January 1, 2002).



The FCC does not require market studies unless the annual sales of a service or
asset are valued at or above $500,000 per year.” Implementing the FCC’s $500,000
threshold best reflects the FCC’s determination that “based on [its] experience enforcing
affiliate transaction rules...[,] below this threshold the administrative cost and effort of
making such a determination [outweighs] the regulatory benefit.” > A similar
streamlining benefit would be gained as described above in the case of the service
company exemption.

Floor and Ceiling Requirements

Finally, the Commission should establish a floor and ceiling for recording
transactions between the regulated carrier and its non-regulated affiliates. In its CC
Docket No. 00-199, the FCC gave carriers flexibility in valuing transactions by allowing
the higher or lower of cost or market to operate as either a floor or ceiling, depending on
the direction of the transaction. In instances where the cost of the service or asset must
be compared to market, this pricing flexibility allows the regulated carrier to either pay
less or charge more to the non-regulated affiliate for the service or asset.

Financing

As a final comment regarding transactions between affiliates, it should be noted
that Verizon local operating telephone companies do not guarantee loans for non-
regulated affiliates. Any financing by the Verizon local operating telephone companies is
separate from the financing for Verizon non-regulated affiliates. Verizon local operating

telephone companies do not and will not co-sign a contract or any other instrument that

2 CC Docket No. 99-253 and CC Docket No. 00-199.
* In the Matter of Comprehensive Review of the Accounting Requirements and ARMIS Reporting

Requirements for Incumbent Local Exchange Carriers: Phase 1, CC Docket No. 99-253, Report and Order
00-78 (March 8, 2000) 9 19.



would allow a non-regulated affiliate to obtain credit granting recourse to the local
operating telephone companies’ assets.

Item 3. What Consideration, if any, The Commission Should Grant ILECs Subject
to Dual Jurisdiction of the FCC and This Commission.

Al ILECs are subject to the FCC’s Part 32 rules and therefore dual jurisdiction by
state and federal agencies. Verizon recommends the Commission not deviate from the
FCC’s USOA gui_(}elines. Recording transactions differently for the FCC and the
Commission will create two sets of financial records, increasing costs for the ILECs.
Adoption of Part 32, as proposed by Verizon, does not limit the Commission’s ability to
carry out its regulatory responsibilities and at the same time does not impose additional

costs or requirements on Wisconsin ILECs’ compliance with the Commission’s USOA.
Respectfully submitted,

VERIZON NORTH INC.

Vice President and General Counsel
HQEO2H37

600 Hidden Ridge

Irving, TX

(972) 718-2170

Date: 9 / 0 / O Its Attorney
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P.0. Box 5158 Telephone: 608-664-4000
Madison, Wi 53705-0158 FAX: 608-664-4185

301 S. Westfield Road
Madison, Wi 53717-1799

kY] TELECOM®

Government and Regulatory Affairs gy, 27T
September 20, 2002 SEP v 0 2002
Lot . LD
HAND DELIVERED TELLCC ot
Lynda L. Dorr

Secretary to the Commission
Public Service Commission of Wisconsin

610 North Whitney Way g
P.O. Box 7854 -
Madison, Wisconsin 53707-7854 ‘ ‘ LG

‘‘‘‘‘‘‘

RE:  Comments of TDS TELECOM on Prescribing a Uniform System of A@é;)mts for Clasé}A
and B Telephone Utilities - Docket Number 05-US-113 - 3

“
vy

Enclosed are the original and twenty (20) copies of TDS TELECOM s written comments in
response to the Commission’s request for comments in Docket 05-US-113,

If you have any questions or need additional information, please contact me at 608-664-4152.

Sincerely,

Qian /. fuk

Jean M. Pauk
Manager-External Relations

Enclosures

y
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BEFORE THE
PUBLIC SERVICE COMMISSION OF WISCONSIN

Prescribing a Uniform System of )
Accounts for Class A and B ) Docket No. 05-US-113
Telephone Utilities )

COMMENTS OF TDS TELECOMMUNICATIONS CORPORATION

Introduction

TDS Telecommunications Corporation (TDS) submits the following comments in
response to the Public Service Commission of Wisconsin’s August 19, 2002 request for
comments regarding whether changes should be made to the Uniform System of
Accounts (USOA) for Class A and Class B telephone utilities as a result of a Federal
Communications Commission (FCC) order released November 5, 2001, in CC Docket
Nos. 00-199, 97-212, and 80-286 USOA ORDER. The FCC’s changes to Part 32 of its
rules will generally be effective January 1, 2003. Specifically, the request seeks
comments with as many specifics as possible, including suggested language for the
USOA, concerning the following list to facilitate resolution of the matter.

1. The Phase 2 Further Comments of the Public Service Commission of Wisconsin
(PSCW) filed with the FCC on July 12, 2001, in CC Docket No. 00-199.

2. Whether the PSCW should adopt 47 C.F.R. 32.27, Transactions with Affiliates.

TDS Comments Dkt 05-US-113 1 09/20/02



3. What consideration, if any, the PSCW should grant ILEC’s subject to dual
jurisdiction of the FCC and this PSCW.

4. PSCW staff analysis prepared for discussion purposes on July 24, 2002.

TDS Is Subject to Dual Jurisdiction and Operates in Multiple States.

TDS has incumbent local exchange operations (ILEC) in 28 different states.
Wisconsin is the only state that we are aware of that is considering changes to the
FCC Part 32 rules. To the best of our knowledge, other states follow the FCC Part 32
rules without special exceptions. Telephone operations in Wisconsin are not
significantly different than the other states. It is a concern to us that the PSCW finds
the FCC Part 32 rules deficient enough to recommend significant changes. TDS
believes that it is extremely important not to have separate systems and requirements
for Wisconsin. Adoption by the PSCW of differences from the FCC Part 32 USOA
causes each of TDS’ ILECs in Wisconsin to maintain additional financial records for
federal and state reporting purposes. The PSCW provided feedback to the FCC
regarding changes to Part 32 and the FCC considered those comments before adopting
the final Part 32 rules. In many cases the FCC felt there was minimal benefit to the
public, if any, while the cost incurred at the ILEC to comply with the suggested change
exceeded that benefit.

Consistency in Part 32 between the federal and state will minimize accounting
costs and play a part in controlling costs so the ILEC can be competitive with other
service providers. The other providers may not have to follow the same burdensome
Part 32 rules. Do not tilt the cost balance even further by adopting additional
accounting requirements for only one player in the local service market.

The USOA chart of accounts is not intended to be the only source of financial

information. Specific accounts or sub-accounts are not necessarily the most cost

TDS Comments Dkt 05-US-113 2 09/20/02



effective method to obtain information the PSCW may ask for. Let us determine what
means is best to accomplish the reporting needs of the PSCW. Creation of accounts or
sub-accounts may or may not be the best way to gather information for reporting.
Leave the means to report information in more account detail than the FCC Part 32 up
to the ILEC. The PSCW has authority under state statute 196.02 to obtain
information necessary to carry out its regulatory responsibilities. This can be through
data requests. It is important that the PSCW does not initiate rules and regulations
based on isolated findings of wrong doing by an unrepresentative low number of
companies.
The Commission Should Adopt 47 C.F.R. 32.27

TDS has read the WSTA comments and agrees with them that fully distributed
costs is the most appropriate methodology in pricing affiliated transactions, if tariff
pricing, publicly filed agreement pricing, or prevailing prices are not applicable.
Adoption of the FCC Part 32.27, including the Centralized Services exemption and the
$500,000 threshold, would mean most, if not all, affiliated transactions of TDS would
fall under the fully distributed cost methodology. It is important to TDS that the
threshold and service definitions set under the FCC’s guidelines be the same under
the PSCW. TDS handles affiliated transactions similar in all of the 28 states we
operate and must follow 47 C.F.R. 32.27 due to dual jurisdiction. A different set of
rules in Wisconsin means additional record keeping cpsts. These rules are set forth to
help guarantee competitive fairness to other service providers. Yet, enforcing one
group of service providers, the ILECs, to comply with additional record keeping
requirements that other competitors do not have to creates a competitive disadvantage

for those ILECs.

TDS Comments Dkt 05-US-113 3 09/20/02



Other Comments

WSTA recommends the adoption of primary Class A plant accounts for Class B
companies. TDS is currently utilizing the primary Class A plant accounts for its Class
B companies. TDS recognizes the benefit of using Class A plant accounts in
understanding plant in service and establishing more meaningful and precise

depreciation rates.

CONCLUSION - TDS recommends the PSCW adopt the Part 32 rules as adopted

by the FCC.

Respectfully submitted

QW/%.W

Jean M. Pauk
Manager-External Relations
TDS TELECOM

301 S. Westfield Road
Madison, WI 53717

(608) 664-4152

TDS Comments Dkt 05-US-113 4 09/20/02
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Wisconsin State Telecommunications Association, Inc. —

THOMAS R. SQUIRES, President 6602 NORMANDY LANE
PATRICK D. RIORDAN, Vice President MADISON, WISCONSIN 53719
WILLIAM C. ESBECK, Executive Director PHONE: (608) 833-8866
FAX: (608) 833-2676

E-mail: info@wsta.info

Website: http://iwww.wsta.info

ELEST s
September 20, 2002

Lynda L. Dorr .

Secretary to the Commission

Public Service Commission of Wisconsin
P.O. Box 7854

Madison, WI 53707-7854

Re: In the Matter of Prescribing a Uniform System of Accounts
For Class A and Class B Telephone Utilities (05-US-113)

Dear Ms. Dorr:

Please find enclosed an original and 15 copies of the Wisconsin State ,
Telecommunications Association's (WSTA's) Comments in Docket 05-US-1 13, In the
Matter of Prescribing a Uniform System of Accounts For Class A and Class B

Telephone Utilities.
Sincerely, _
ST ‘ . e
Barbara Waxman
Office and Building Manager
BW/nl
Enclosures m Cc
I '\"‘\
0¥
A
O« C 2
Telp. S
DIRECTORS: DAVID J. LULL, Biue River TODD C. SCHAFER, Appleton FRANK TOWER, Oshkosh
DAVID BYERS, Mt. Horeb AL MAHNKE, Wittenberg BOB SCHULZE, Little Chute SCOTT VANDERSANDEN, Milwaukee
DAVE CARTER, Cable DANIEL W. MATSON, Sun Prairie SID SHERSTAD, Siren MICHAEL WALSH, Hager City
GARY CHRISTOPHERSON, Mankato MICHAEL A. PANDOW, Madison THOMAS R. SQUIRES, Manawa DOUGLAS J. WENZLAFF, Wisconsin Rapids

ROGER L. HERMSEN. Abrams PATRICK D. RIORDAN, Pulaski JEFFREY P. STOMMEN, Brooklyn WILLIAM C. WISWELL, Elkhorn



BEFORE THE
PUBLIC SERVICE COMMISSION OF WISCONSIN

Prescribing a Uniform System of )
Accounts for Class A and B ) Docket No. 05-US-113
Telephone Utilities )

COMMENTS OF WISCONSIN STATE TELECOMMUNICATIONS ASSOCIATION

Introduction

The incumbent local exchange carrier (ILEC) members of the Wisconsin State
Telecommunications Association (WSTA) submit the following comments in response
to the Public Service Commission of Wisconsin’s August 19, 2002 request for
comments regarding whether changes should be made to the Uniform System of
Accounts (USOA) for Class A and Class B telephone utilities as a result of a Federal
Communications Commission (FCC) order released November 5, 2001, in CC Docket
Nos. 00-199, 97-212, and 80-286 (USOA Order). The FCC’s changes to Part 32 of its
rules will generally be effective January 1, 2003. Specifically, I:t_he request seeks
comments with as many specifics as possible, including suggestec}i language for the
USOA, concerning the following list to facilitate resolution of the matter.

1. The Phase 2 Further Comments of the Public Service Commigsion of Wisconsin
(PSCW) filed with the FCC on July 12, 2001, in CC Docket No. 00-199.

2. Whether the PSCW should adopt 47 C.F.R. 32.27, Transactions with Affiliates.

3. What consideration, if any, the PSCW should grant ILEC’s subject to dual

jurisdiction of the FCC and this PSCW.

WSTA Comments Dkt 05-US-113 1 09/20/02



4. PSCW staff analysis prepared for discussion purposes on July 24, 2002.

WSTA Comments Regarding Variations between the FCC and PSCW
Recommended Accounts:

The PSCW should adopt the FCC USOA with as few exceptions as possible. The
FCC USOA is used as a common basis for recording and analyzing financial
information by all the ILECs throughout the country. Consistency of the PSCW'’s
USOA with the FCC USOA will result in lower accounting costs. If the PSCW makes
the determination that additional or different accounts or sub-accounts are needed
then each ILEC will, in essence, need to create two sets of financial records. One set
of books that meet the state filing and record keeping requirements under the PSCW
USOA and the second under the FCC USOA. The incremental costs associated with
variations from the FCC USOA would have to be assigned to the state jurisdiction and
ultimately result in higher service costs to the public. The ILECs will have additional
costs that other providers not having to follow the USOA will not have. In a
competitive market a more complicated USOA is a cdst disadvantage to those having
to implement it. The purpose of any chart of accounts is not to be the one and only
source of financial information. Much of the information the PSCW has requested in
the past in the annual report has not had sub-accounts and y€t the ILECs are able to
provide the data. The PSCW slzlould leave the mechanism to be able to supply this
information to each ILEC. For example, what may be the best method for one ILEC to
determine affiliated accounts receivable balances may not be the most cost affective
way for another ILEC. Docket 01-305 of the FCC indicated their review of the USOA
lead the FCC to accounting and reporting reforms that will streamline accounting

requirements, relaxing certain aspects of affiliate transaction rules, reduce the cost of

WSTA Comments Dkt 05-US-113 2 09/20/02



regulatory compliance, and reduce ARMIS reporting requirements. The USOA
proposed by the PSCW will increase the cost of complying with the accounting
requirements. The adoption of Part 32.27, with the Centralized Services exemption
and the $500,000 threshold will limit the use of Higher of Cost or Market/Lower of
Cost or Market (HOCOM/LOCOM). Following HOCOM/LOCOM rules is a costly
undertaking with little or no benefit. The staff recommendations give no consideration
to the cost to comply with the requirements. The PSCW should have a compelling
specific need for the information that outweighs the cost to ILECs for complying with a
more stringent USOA requirement. A general heed of promoting éompeﬁﬁon is not
sufficient; instead the need should be specific on how it helps promote competition.
The PSCW consideration of cost is critical for two main reasons. One, in a monopoly
environment, the cost of complying is ultimately borne by the ILECs’ customers. Two,
in a competitive environment, requiriﬁg ILECs to comply with USOA, while other
competitors, such as wireless and cable providers, do not have comply with USOA
puts the ILECs at competitive disadvantage.

WSTA agrees with the general philosophy of tﬁe FCC regarding changes to the
USOA. That general philosophy is the creation of a simple, basic USOA. The PSCW
USOA is more complicated than the FCC’s USOA and now the burden of proof is on
those who wish to simplify it to the FCC USOA version. The burden of proof should be
on the inclusion of any deviation from the FCC USOA.

WSTA is aware that the FCC has recently established a Federal-State Joint
Conference on Accounting Issues. At this point it is uncertain what, if any, changes
the Joint Conference will recommendvregarding the USOA that will be effective
January 1, 2003. WSTA believes it is unlikely that the FCC will act on any Joint

Conference recommendations prior to the January 1, 2003 effective date. As a result,

WSTA Comments Dkt 05-US-113 3 09/20/02



WSTA recommends the PSCW proceed as scheduled with addressing what changes are
appropriate to the USOA. Consistent with the WSTA position that the PSCW should
start with the FCC’s Part 32 USOA, any future changes to the USOA the FCC adopts
from the Joint Conference’s recommendations should be considered at the time the
FCC adopts the changes. WSTA is also aware that the FCC has received petitions for
reconsideration of its USOA Order. Parties have requested the FCC eliminate the
requirement for retail-wholesale accounting in the USOA. WSTA recommends that the
PSCW should consider any changes the FCC adopts due to petitions for
reconsideration;

Upon review of the PSCW and FCC’s Part 32 rules there are many sections that
have references to other sections within Part 32. For instance, any changes to the
PSCW’s USOA for Part 32.2007, Goodwill, should also be incorporated throughout the
various other sections where Goodwill is referenced. Without the synchronization of
the entire Part 32 rules, as ILECs apply their understanding of the rules confusion
and errors may occur. It is important to adopt changes throughout Part 32 that
clearly indicate to every ILEC the PSCW'’s intentions. WSTA would encourage the

PSCW to do a comprehensive review for inconsistencies before implementation of a

new Part 32.

WSTA has provided more detailed comments to the Part 32 sections in
Attachment A.
Adoption of 47 C.F.R. 32.27, Transactions with Affiliates:

The PSCW should adopt 47 C.F.R. Part 32.27, Transactions with Affiliates with
the exception of paragraph (f}, which excludes companies that are Average Schedule.
WSTA recommends that the PSCW modify the first sentence of paragraph (f) as follows

“Companies that employ average schedules in lieu of actual costs are subject to the
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provisions of this section, unless they are exempt from Wis. Stats. §§ 196.52 and
196.204.” The proposed modification subjects average schedule ILECs to the same
requirements as non-average schedule ILECs unless an average schedule is exempt
from compliance with Wisconsin statutes pertaining to transactions with affiliates.
WSTA wants to make certain that if the underlying statutes for complying with
accounting for transactions with affiliates are eliminated, then the state accounting
requirements will be eliminated. Given all ILECs are subject to the current state
affiliated interest‘ requirements; all ILECs are looking for clear guidance on -
transactions with affiliates. Adoption of Part 32.27 would provide this. WSTA urges
the PSCW not to make policy and procedures on transactions with affiliates based on
isolated instances of non-compliance. The PSCW should not use the USOA as a
means for overseeing non-financial activities such as Goodwill and Loan Guarantees.
The FCC Part 32.27, Part 64, and Wisconsin State Statute 196.204 provide the
framework for accounting for affiliated transactions and non-regulated operations. A
lack of uniformity in accounting for affiliated transactions between the federal and
state jurisdictions causes inconsistencies and increaséd cost with little or no benefit.
The FCC has determined the incumbent local exchange carriers are permitted
to use the prevailing market price to account for transactions between affiliates where
25% or more of the transactions are to third parties. The FCC felt this 25% threshold
would be significant enough to protect the public from inappropriate price structures
of affiliated services. The FCC concluded that the prevailing price as evidenced by
25% or more of sales transactions to third parties is a valid surrogate for the market
price. WSTA agrees with the FCC’s assessment and the adoption of the prevailing

price guidelines of the FCC.
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WSTA believes that the HOCOM/LOCOM test is inconsistent with Wis. Stat. §
196.204 (1), which requires that affiliated company transactions be priced to benefit
neither entity. Adoption of Part 32.27, including the Centralized Services exemption
and the $500,000 threshold, means most, if not all, affiliated transactions would fall
under a Fully Distributed Cost (FDC) basis. The symmetrical application of FDC to
both transactions to and from affiliates ensures compliance with the Wis. Stat. §
196.204(1) requirement.

The PSCW should adopt the Centralized Services exemption and the $500,000
threshold exemption. The adoption of Part 32.27, with the Central Services exemption
and the $500,000 threshold will limit the use of Higher of Cost or Market/Lower of
Cost or Market (HOCOM/LOCOM). Following HOCOM/LOCOM rules with a lower
threshold is a costly undertaking with little or no benefit.

The Centralized Services exemption allows the ILECs to use FDC as a means of
pricing services between affiliate companies when the affiliated service provider only
provides services to affiliate companies. The Central Services exemption that the FCC
has adopted provides protection from inappropriate cfoss subsidies between affiliated
companies. A service company exists as a means to pass on the cost of doing
business in an efficient and cost-effective manner. Market value studies would result
in a highly subjective exercise with the sole purpose to identify services that could be
acquired currently at a lower price elsewhere. However, the decision on what services
are provided internally involves more than considering the current market price.
Other factors such as internal control and maintaining expertise within the company,
and assurance of adequate resources also go inté the determination of whether to
provide a service within the company or outsource the service. The PSCW should

adopt the Centralized Services exemption and permit service companies to price
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services based on FDC. Permitting service companies to price services at FDC is the
best way to ensure no cross subsidies exist either way between affiliated service
providers and affiliated service customers. Further, all entities, including the ILEC
benefit from the cost efficiencies that arise from centralized services when FDC is used
to determine transfer prices.

The $500,000 threshold exemption should apply to all ILECs without
consideration to size. The FCC determined that $500,000 for an asset or a service
was the appropriate level to require a HOCOM/LOCOM test and that it was not

" appropriate to require a HOCOM/LOCOM test for transactions less than $500,000.
Further, the FCC established the $500,000 threshold for all ILECs, not just Class A
companies. WSTA concurs with the FCC that $500,000 is the appropriate threshold
for even the smallest companies because of the higher per customer cost in
conducting market value studies.

Degree of Consideration, if any, the PSCW should grant ILECs Subject to Dual
Jurisdiction:

The differences between the FCC Part 32 and t];IC PSCW'’s Part 32 should be an
absolute minimum. All ILEC’s are required to follow the USOA so any changes to the
FCC USOA would cause a burden to every company. The PSCW should consider all
ILECs when making changes to the USOA and not just Class A companies. A greater
cost burden would exist at the smaller companies and their customers because the
cost per customer to implement any changes would be higher. The PSCW has
authority under 196.02 to obtain information from ILECs that it needs to carry out its
regulatory oversight. Adoption of Part 32, as proposed by the WSTA, does not limit the

PSCW’s ability to carry out its regulatory responsibilities and at the same time does
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not impose additional costs or requirements on Wisconsin ILECs’ compliance with the

PSCW’s USOA.

Other PSCW Staff Issues Presented on July 24th,

WSTA offers the following comments on the other issues presented on July 24th
by the PSCW staff:

HOCOM/LOCOM studies — list of services. The list of services provid_.ed by the
PSCW to date does not provide sufficient guidance on what constitutes a service or the
type of services that should be subjected to a HOCOM/LOCOM test. The list of
services provided included “Other General and Administrative” which is an account
description not a service. Further, the list of services that HOCOM/LOCOM market
studies would be conducted on are very subjective. For example, Accounting Services
could be further divided between Financial Statement preparation and report
preparation. Financial Statement preparation could be further divided between
Accounts Payable and Accounts Receivable. Accounté Payable could be further divided
between keying invoices and filing. This list is endless. Even if the PSCW were to
devise a list of services it would be unclear what functions are included in the service
and therefore any application of scope limitations would be applied differently between
companies. The problems WSTA has identified with defining services for
HOCOM/LOCOM studies, provides additional justification for adopting the Centralized
Services exemption and the $500,000 threshold. If the PSCW adopts the FCC’s two
exceptions then the general guidance needed is minimal since the HOCOM/LOCOM
test will be applied in a limited number of cases where case specific guidance can be

provided. However, if the PSCW adopts a threshold below $500,000 and does not
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provide a Centralized Services exemption then specific guidance is needed since the

HOCOM/LOCOM test will likely be applied to routine transactions.

Loan guarantees (indirect and direct subsidies) - The loan guarantee

compensation for direct and indirect subsidies proposed by the PSCW staff should not
be adopted by the PSCW within the USOA. The FCC does not require compensation
for these types of arrangements and the methods for determining the compensation on
all types of guarantees has not been determined.

Goodwill - The goodwill .compensation methods proposed by the PSCW in
various meetings with staff should not be adopted w1th1n the USOA. The FCC does
not require compensation for goodwill to be recorded and a methodology that works for
all ILECs is unattainable. The goodwill concept is all encompassing and includes all
types of goodwill, not just goodwill generated by the “parent”. Therefore, until
guidance is developed that can articulate the proper accounting for goodwill for all
ILEC’s, it should not be adopted.

“Except for retained earnings” tracking worksheet - The requirement that the
Annual Report to the Public Service Commission of Wisconsin contain a tracking
worksheet for the except for retained earnings provisions of 196.204(1) should not be
adopted. Clear guidance on how the subsidies identified should be measured against
196.204(1) has not been developed. It is clear however that the settlement of the
subsidy should include all available forms including, additional investments in the
affiliate, writing off of the receivable from the affiliate (a method identified by the
PSCW), and recording of the earnings from the affiliate under the equity method of

accounting.
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CONCLUSION - The PSCW should adopt the FCC’s revisions to the USOA with
limited exceptions. The two key exceptions WSTA recommends the PSCW make
are Class B Plant in Service accounts should be the same as Class A Primary
Plant accounts and Part 32.27 paragraph (f) which excludes Average Schedule

companies should be modified as proposed by WSTA.

Respectfully submitted

oS 2 e Lo

Nick Lester

Manager of Regulatory Affairs
WSTA

6602 Normandy Lane
Madison, WI 53719
Telephone: 608/833-8866
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September 20, 2002 i,

VY

Lynda L. Dorr

Secretary to the Commission
Public Service Commission
P.O. Box 7854

Madison, WI 53707-7854

bi

Re: In the Matter of Prescribing a Uniform System of Accounts
For Class A and Class B Telephone Utilities (Docket 05-US-113)

Dear Ms. Dorr:

The Wisconsin State Telecommunications Association (WSTA) - Small Company
Committee files this letter and 15 copies on behalf of all WSTA small ILEC
companies. The WSTA — Small Company members includes all independent,
small incumbent local exchange carriers, in rural Wisconsin. This letter is
submitted on behalf of the members of this group in response to the docket
mentioned above.

The WSTA - Small Company Committee has reviewed and we do concur and
support the WSTA comments regarding this docket.

The WSTA — Small Company Committee recommend that the Wisconsin
Uniform System of Accounts for Class A and Class B telephone utilities be
modified to implement the changes as a result of Federal Communications
Commission (FCC) Docket # 00-199, 97-212 and 80-286, with very few

exceptions. The WSTA comments clearly provide adequate support for
minimizing the exceptions.

We strongly recommend that section 32.27 be adopted in its entirely to mirror
the FCC 47 C.F.R. 32.27, Transactions with Affiliates with only one exception.
The exception is to implement the WSTA recommended modification to section

32.27 (f). We concur with the WSTA recommended change. ME ¢
COMMITTEE: s

MIKE JENSEN, CHAIR, Amery

THOMAS SQUIRES, Manawa /) /¢ 7
PAUL BERG, New Lisbon e

MICHAEL THEIS, Madison -

PHIL NASS, Newton . FRED WEIER, Strum Te2 §
PATRICK RIORDAN, Pulaski DOUG WENZLAFF, Wisconsin Rapids
DAVE LULL, Blue River

DENNIS BACHMAN, New Auburn



LYNDA L. DORR - PUBLIC SERVICE COMMISSION
SEPTEMBER 20, 2002
PAGE TWO

We also believe and recommend that there should be no increased annual
reporting requirements in this Public Service Commission of Wisconsin annual
report summarizing affiliated transactions.

The WSTA - Small Company Committee requests that this docket be reviewed
by the Commission staff immediately and provide for a final order by early
November. This will allow all telephone utilities to have adequate time to start
implementing the Part 32 USOA revisions.

Dated this 20t day of September WSTA - Small Company Committee.

Sincerfely,/— @
Mide

Michael D. Jensen, Chair
WSTA Small Company Committee
MT/MDJ:rd
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Ms. Lynda Dorr, Secretary to the Commission
Public Service Commission of Wisconsin
P.O. Box 7854

Madison WI 53707-7854

RE:  Inthe Matter of Prescribing a Uniform System of ) Docket No. 05-US-113

Accounts for Class A and Class B Telephone Utilities )
Dear Ms. Dorr:
Enclosed are original and 15 copies of Kiesling Associates LLP comments in the above referenced
docket. The comments are being submitted in response to the Public Service Commission of Wisconsin’s
Notice of Investigation in Docket 05-US-113, dated August 19, 2002,

Sincerely,

KIESLING ASSOCIATES LLP

e
R. Girar

Senior Consultant
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BEFORE THE
PUBLIC SERVICE COMMISSION OF WISCONSIN

In the Matter of Prescribing a Uniform )
System of Accounts for Class A ) Docket No. 05-US-113
and Class B Telephone Utilities )

COMMENTS OF KIESLING ASSOCIATES LLP

Introductim;n
Kiesling Associates LLP (Kiesling) submits the following comments in response
to the Public Service Commission of Wisconsin’s (Commission) August 19, 2002 Notice
of Investigation that provided an opportunity to offer comments regarding possible
revisions to the Uniform System of Accounts (USOA) for Class A and Class B telephone
utilities. Specifically, the Commission requested comments on the following list:
1. The Phase 2 Further Comments of the Public Service Commission of Wisconsin
filed with the FCC on July 12, 2001, in CC Docket No. 00-199.
2. Whether the Commission should adopt 47 C.F.R. § 32.27, Transactions with
Affiliates.
3. What consideration, if any, the Commission should grant ILECs subject to dual
jurisdiction of the FCC and this Commission.
4. Commission staff analysis prepared for discussion purposes on July 24, 2002.
Kiesling is a certified public accounting and business consulting firm with over
50 years experience of auditing and providing consulting services to Incumbent Local
Exchange Carriers (ILECs). Kiesling has over 200 ILEC clients, predominately with

less than 50,000 access lines and located in the Midwest and Mountain states.



Kiesling audits 44 Wisconsin ILECs. Generally, our clients look to Kiesling for
assistance in implementing accounting requirements adopted by the Federal
Communications Commission (FCC) and the Commission. Given our extensive
experience with numerous Wisconsin ILECs, Kiesling is in a unique position to provide

comments to the Commission.

Executive Summary of Kiesling Comments
Kiesling recommends that the Commission use the following principles in
determining what changes should be made to the USOA.

1. Minimize differences between Wisconsin and Federal accounting requirements. All

ILECs in Wisconsin are subject to maintaining accounting records in accordance
with the FCC’s Part 32 USOA. If the Commission imposes different requirements,
it means Wisconsin ILECs have to maintain two separate accounts, one to report to
the FCC and another to report to the Commission. The cost to maintain a state
USOA that is different from the FCC’s USOA can be significant, particularly if the
Commission adopts the staff recommendations pertaining to accounting for affiliate
transactions, unbundled network elements, and traffic and non-traffic sensitive
plant accounts. Further, the staff recommendations that allow consolidation of
multiple FCC USOA accounts does not simplify accounting for Wisconsin ILECs
since the detail accounts have to be maintained for Commission purposes.
Effectively ILECs are required to maintain accounts at the greatest level of detail
required by either the FCC or the Commission. Kiesling is aware that the FCC has
recently established a Federal-State Joint Conference on Accounting Issues. At
this point it is uncertain what, if any, changes the Joint Conference will
recommend regarding the USOA changes that were published February 6, 2002 in

the Federal Register and are effective January 1, 2003. Kiesling believes it is



unlikely that the FCC will act on any Joint Conference recommendations prior to
the January 1, 2003 effective date. As a result, Kiesling recommends the
Commission proceed as scheduled with addressing what changes are appropriate
to the USOA. Consistent with Kiesling’s position that the Commission should start
with the FCC’s Part 32 USOA, any future changes to the USOA the FCC adopts
from the Joint Conference’s recommendations should be considered at the time the

FCC adopts the changes.

. Recognize that the primary purpose of the USOA is for recording historical

financial transactions. The USOA is not intended to serve as a managerial

accounting system or as the Commission’s sole source of information. The
Commission should avoid revising the USOA to address non-financial accounting
issues, such as non-financial affiliated interest transactions and local competition
issues. The USOA is not well suited to addressing non-financial issues at the level
of detail necessary for the Commission to act. Instead, the Commission should use
its general power to request information under Wis. Stat. 196.02, to collect the
information it needs to address non-financial issues.

. Consider cost to comply in addition to need for information. The staff

recommendations give no consideration or thought to the concept of the cost to
comply with the requirements. The Commission should have a compelling, specific
need for the information that outweighs the cost to ILECs for complying with the
USOA requirement. A general need of promoting competition is not sufficient;
instead, the need should be specific on how it helps promote competition. The
Commission consideration of cost is critical for two main reasons. One, the cost of
complying is ultimately borne by the ILECs’ customers. This is particularly an

issue for Class B ILECs that have a smaller number of customers and the cost of



compliance per customer is greater than for Class A ILECs. Two, requiring ILECs
to comply with USOA, while other competitors, such as wireless and cable
providers, do not have comply with USOA puts the ILECs at a competitive

disadvantage.

. Comnsider other reporting requirements instead of additional USOA requirements to

accomplish Commission objectives. As mentioned before, the Commission is not

limited to obtaining the information from USOA. The Commission has the
authority under 196.02 to obtain information it needs to carry out its regulatory
oversight. Kiesling is not aware that the Commission has not been able to obtain
the information its needs to carry out its regulatory oversight responsibilities due
to lack of USOA detail that staff has proposed. Instead, the Commission has relied
on specific data request or reporting requirements to gather the information it
needs. The concern is the additional USOA requirements will not eliminate or even
lessen the Commission’s need for specific data or reporting requirements. An
added benefit of relying on specific data request is the ability to tailor the request
to an individual company or modify the information requested to meet changing

needs of the Commission.

. Justify the inclusion of any additional reporting requirements, rather than

requiring others to justify excluding additional reporting requirements. The staff

approach seems to treat its proposal as what is presumed to be reasonable and
others must provide the Commission with compelling reasons why the staff
proposal should not be adopted. Instead, the Commission should start with the
FCC’s Part 32 USOA as what is presumed reasonable and all commentators,
including staff, should provide compelling justification for changes to FCC’s Part 32

USOA.



6. Adopt the FCC’s Part 32.27, Accounting for Transactions with Affiliates, except for

Paragraph (f), which excludes Average Schedule companies. Adoption of the FCC’s

Part 32.27 will provide a reasonable basis for recording financial transactions
between affiliates. The Commission should not attempt to use the USOA for
addressing non-financial transactions, such as goodwill and loan guarantees.
Adopting Part 32.27 provides for a consistent basis for recording transactions and
eliminates much of the controversy of accounting for transactions with affiliates.
Adopting Part 32.27, including the Centralized services exemption and the
$500,000 threshold, will limit the application of the Higher of Cost or
Market/Lower of Cost or Market (HOCOM /LOCOM)] test to a limited number of
cases, thereby eliminating a costly compliance requirement that provides little
benefit. Part 32.27 utilizes Fully Distributed Cost (FDC) to account for most
transactions. FDC is based on recorded historical information and is not reliant on
market studies for which no basis has been established for performing market
studies. Kiesling will provide additional comments on adoption of Part 32.27 later
in our comments.

If the Commission uses the principles laid out by Kiesling, then the
Commission will adopt the FCC’s Part 32 USOA with some minor adjustments. As a
result, the cost to comply with the revised USOA will be minimized and without any
detriment to consumers.

The rest of Kiesling comments are by the four issues outlined in the

Commission’s Notice of Investigation.



1. The Phase 2 Further Comments of the Public Service Commission of
Wisconsin filed with the FCC on July 12, 2001, in CC Docket No. 00-199.

The Commission submitted two sets of comments, the original comments dated
December 21, 2000 and the further comments dated July 12, 2001. Both sets of
Commission comments included an identical Attachment A that shows the FCC’s
proposed chart of accounts and a revised chart of accounts for the FCC’s
consideration. Kiesling’s comments on Item #1 will encompass both sets of
comments. Kiesling’s comments on affiliated transactions (Part 32.27) and dual
jurisdiction considerations, which are discussed in the Commission comments to the
FCC, will be discussed in Item #2 and #3, respectively.

The Commission points out the difficulty they are causing ILECs with their
modification of the FCC USOA. The continued modification to the USOA by the
Commission has caused multiple accounting systems and if the Commission
implements the changes outlined in their comments and in the Commission’s Final
Decision in Docket 1090-TI-100, dated November 16, 2001 (Chibardun decision), a
complete separate set of books will ultimately be required!. This is supported by the
following examples:

e See Item #2 and #4 on inconsistencies in accounting for affiliated

transactions.

¢ The Commission has outlined in its Attachment A new accounts that are

more than just subaccounts of existing accounts and that will categorize
revenues and expenses in different areas of the income statement. One
example is revenues generated from Unbundled Network Elements (UNEs)

are recorded in account 5200 Miscellaneous Revenues for the FCC USOA



and the Commission is considering establishing account 5071 - UNE
Revenues which is an account grouped with Local Service Revenue not
Miscellaneous Revenues.

The Commission’s approach to adopting changes is backwards. The FCC’s
approach is to focus on why an account, sub account, or subsidiary record is needed
(justified inclusion). The Commission wants exclusion of any account, sub-account,
or subsidiary record to be justified (justified exclusion). The Commission should be
focusing on what is needed and why it is needed. The Commission expressed that the
FCC should determine before eliminating information currently required, that the
information is no longer needed on recurring basis, or that a carrier in fact will be able
to provide the information when needed on an ad hoc basis?2. ILECs in Wisconsin have
demonstrated the ability to generate and provide information needed by the
Commission when requested. The reporting of transactions and balances due from
and to affiliates on pages 15 and 16 of the annual report to the Commission is just one
example of supplying information to the Commission that is not spelled out in the
USOA. The Commission requires on pages 15 and 16 of the annual report the
reporting of information by each affiliate or group of affiliates if transactions are under
$25,000 annually. ILECs have been properly reporting this information even though
the USOA, as amended by the Commission, does not require sub accounts or
subsidiary records for this information.

The Commission is proposing numerous new accounts that are not needed (see
detailed discussion on new accounts proposed by the Commission in Appendix A to

WSTA’s Comments). The rate of deployment for small ILECs is not significant, detail is

1 Phase 2 Comments of the Public Service Commission of Wisconsin before the Federal
Communications Commission in CC Docket No. 00-199, dated December 21, 2000, page 4.
2 Ibid., page S.



not necessary, and insight to the Commission is not beneficial. Some of the accounts
the Commission proposes are in direct conflict with current accounts within the FCC
USOA (i.e. UNES) and other accounts would not have any transactions recorded in
them (i.e. Intrastate SLC). Also, the information the Commission would be getting is
only in total dollar terms and would provide little if any value in determining rates of
deployment, cost of new technologies, and prices for services3.

The Commission states that the new accounts they propose are equally as
applicable for Class A and Class B ILECs. The Commission needs to address the
nature of and cost of compliance for Class B ILECs. A blanket requirement/statement
that the new accounts are equally as applicable does not take into consideration the
recordkeeping burden that the Class A accounts would place on relatively small Class
B ILECs*. Class B ILECs do see the benefits of the Class A accounts for primary plant
accounts. The Class A primary plant accounts have enabled Class B ILECs to
establish depreciation rates within the guidelines established by the Commission per
Wis. Stat. § 196.09(9), that are the most appropriate for the equipment included in the
account and eased the calculation of depreciation expense each month.

Kiesling concurs with WSTA’s comments on specific changes to the USOA as

outlined in Appendix A of WSTA comments.

3 Ibid., p. 6.
4 Ibid., p. 7.



2. Whether the Commission should adopt 47 C.F.R. § 32.27, Transactions with
Affiliates.

As discussed above, Kiesling supports adoption of 47 C.F.R. § 32.27 (Part
32.27). While the Commission has not previously adopted Part 32.27, it should adopt
Part 32.27 at this time. The lack of uniformity with Part 32.27 has contributed
significantly to the ILECs’ lack of understanding of how to account for transactions
with affiliates. As the Commission’s draft order in Docket 1090-TI-100 noted, the
Commission has not provided clear guidance on the application of accounting for
transactions between affiliates. ILECs have had to decipher Commission letters and
company specific orders that are unclear in how other ILECs should apply those
determinations to their own situations. Further, at times the Commission letters and
company specific orders contradict previous guidance. Part 32.27, along with Part 64
Subpart I Allocation of Costs, provide a time tested basis for recording transactions
with affiliates and non-regulated operations. The Commission should not attempt to
“reinvent the wheel” of accounting for transactions with affiliates.

The Commission should adopt the use of Prevailing Price as specified in Part
32.27. In the FCC order, the FCC referenced comments filed by the Commission when
the FCC determined that the 25% threshold established a market environment and
significant influence over the price charged. The Commission should follow the FCC’s
determination and allow ILECs to use prevailing price to account for transactions with
affiliates when 25% or more of the transactions are with non-affiliates.

Kiesling does not agree that the HOCOM/LOCOM test is appropriate in
Wisconsin given Wis. Stat. § 196.204(1) requirement that neither telecommunications
utility may allocate costs or expenses that would subsidize non-regulated activity,

including any activity of an affiliate nor can the telecommunications utility allocate



revenues or expenses in a manner that would subsidize a regulated activity. Kiesling’s
opinion is Wis. Stat. § 196.204(1) requires the transfer price be symmetrical between
affiliates, whether it is the affiliate or the telecommunications utility that provides the
service or asset.

The Commission should adopt the two exceptions provided by the FCC in
applying the HOCOM/LOCOM test. The two exceptions are the Centralized Services
exception and the $500,000 Threshold. The Centralized Services exception allows
ILECs to use FDC for transactions with affiliates if the services were provided solely to
members of the ILEC’s corporate family. Adopting the Centralized Services exception
recognizes that all entities, including the ILEC, benefit from the economy of scale when
joint and common costs are shared among affiliates. The HOCOM/LOCOM test sends
the opposite message in that affiliates are always better off by not buying or providing
services to an ILEC affiliate. If the affiliate purchases services from the ILEC, it must
pay the higher of market or cost and, therefore, the least cost to the affiliate is always
market. Conversely, the affiliate has no incentive to sell to the ILEC since it must take
the lower of its cost or market. Instead, the Centralized Services exception recognizes
that for services solely provided within the corporate family that FDC is the most
appropriate method of recording transactions.

The Commission should also adopt the FCC’s $500,000 Threshold for applying
the HOCOM/LOCOM test. The FCC’s $500,000 Threshold is applicable to all ILECs
and is not dependent on the size of the ILEC. The cost to comply is significant and,
therefore, the need to prepare a HOCOM/LOCOM study should be limited to
significant transactions. The cost to comply is not a function of company sjze so it

inappropriate to apply a lower threshold for smaller ILECs. Therefore, the

10



Commission should adopt the FCC’s $500,000 Threshold for applying the
HOCOM/LOCOM test for all ILECs.

Adoption of the Centralized Services exception and the $500,000 Threshold will
limit the use of HOCOM/LOCOM. Application of the HOCOM/LOCOM test on a
limited basis is beneficial not only from a ILEC’s cost of compliance perspective, but
also from a Commission perspective given the lack of clear guidance from the
Commission on how to comply with the HOCOM/LOCOM and the symmetrical
requirements of Wis. Stat. § 196.204. Limited application of the HOCOM/LOCOM test
allows the Commission to apply it on a case-by-case basis. However, if the
Commission decides to establish a threshold less than $500,000 or not adopt the
Centralized Services exception, then it must establish clear guidelines on how ILECs
are to perform the HOCOM/LOCOM test. Absent clear guidelines, the Commission
should expect significant variation in how the test is applied by individual ILECs. For
example, in a December 19, 2000 Commission staff letter to Ed Marion in Docket
1090-TI-100 the list of “services” includes some Part 32 account titles, such as Other
General and Administrative which is not a service.

The one exception to the FCC’s Part 32.27 rules Kiesling recommends the
Commission not adopt is paragraph (f), which excludes Average Schedule companies
from applying Part 32.27. Instead, Kiesling supports revising paragraph (f) of Part
32.27 so that it appiies to Average Schedule companies, unless they are not subject to
Wis. Stat. 8§ 196.52 and 196.204. Kiesling recommends the first sentence of
paragraph (f) be replaced with the following sentence: “Companies that employ
average schedules in lieu of actual costs are subject to the provisions of this section,
unless they are exempt from Wis. Stats. §§ 196.52 and 196.204.” The proposed

revision provides the same guidance on accounting for transactions with affiliates to

11



all ILECs subject to the affiliated interest statutes. However, if in the future an
Average Schedule company was not subject to affiliated interest statutes, then it
would also be exempt from Part 32.27.

3. What degree of consideration, if any, the Commission should grant ILECs

subject to dual jurisdiction of the FCC and this Commission.

All ILECs are subject to the FCC’s Part 32 rules; therefore, all ILECs are subject to
dual jurisdiction. The Commission should consider all ILECs, not just the Class A
ILECs, when determining what degree of consideration. Even small ILECs are
required to follow the USOA and the recordkeeping burdens of the existing
modifications of the USOA by the Commission are only compounded by the changes
being considered at this time in 05-US-113.

As a general principle, the Commission should minimize having differences in
accounting requirements between the FCC and Commission. Therefore, the
Commission should adopt the FCC’s Part 32 Accounting rules and the associated
USOA. Commission should adopt different rules only when it meets a critical need of
the Commission that can’t be met using other information. Commission can request
information outside of what information is contained in the accounting records to
address issues like cross-subsidy with affiliates and local competition. Adopting the
FCC Part 32 accounting rules is the most efficient method for ILECs, while requiring
different accounting rules for Wisconsin is inefficient and adds costs without any

significant benefit for the Commission’s regulatory oversight.

12



4. Commission staff analysis prepared for discussion purposes on July 24,

2002.

Kiesling concurs with the Attachment A to the comments provided by the

Wisconsin State Telecommunications Association (WSTA) in this proceeding. WSTA’s

Attachment A provides comments on the Commission staff analysis prepared for

discussion purposes on July 24, 2002.

Kiesling offers specific comments on the following issues identified in the

Commission staff analysis:

Relevant other items discussed in accounting for affiliated transactions should

be addressed as following:

In accounting for the direct subsidy of a loan guarantee, it is unclear how
it applies to Holding Companies, non-100% owned affiliates, and
guarantees that are not exactly like the guarantee addressed in the
Commission’s Chibardun decision. The FCC USOA does not require
compensation for loan guarantees and the Commission has not
determined the method(s) for determining the amount of compensation
on all types of guarantees. Kiesling recommends that the Commission
not adopt staff’s proposal on loan guarantees within the USOA.

In the Chibardun decision, the Commission determined that the value of
the indirect subsidy of a loan guarantee was equal to an ILEC’s net
worth. Kiesling disagrees with the Commission’s determination and
recommends the Commission follow the FCC approach and not require
compensation for loan guarantees, either for what the Commission has

classified as direct or indirect.
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Consistent with our views on Part 32.27, the Commission should not
deviate from the cost allocation methodologies provided for in the USOA
and Part 64. The three and two prong methods proposed by the
Commission are inconsistent with these FCC guidelines and the
flexibility that these guidelines provide the ILEC. A different method, as
proposed by the Commission, will require two methods to be used and all
but assures two sets of books, one for the Commission and one for the
FCC.

Goodwill for the use of the name and other intangibles should not be
required. The FCC has never required that goodwill be recorded and it is

unclear how to apply the goodwill standard from the Chibardun decision.

Relevant other items discussed in compliance for affiliated transactions should

be addressed as following:

A tracking worksheet is not necessary for the Annual Report. Clear
guidance on how the subsidies identified should be measured against
Wis. Stat. § 196.204(1) has not been developed. Absent clear guidance,
the tracking worksheet would be meaningless.

Compliance with Wis. Stat. § 196.204 should also consider the ultimate
effect on retained earnings and all forms of settlement of a subsidy that
may have taken place. Recording of transactions, subsequent payment
or writing off the amounts due (a method identified by the Commission),
and recording the earnings of an affiliate under the equity method of
accounting all have an effect on retained earnings and all should be

considered when determining compliance with Wis. Stat. § 196.204.
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CONCLUSION

Kiesling recommends the Commission adopt the FCC’s revisions to Part 32
USOA with minor exceptions. The minor exceptions Kiesling recommends are revising
paragraph (f) of Part 32.27 as proposed in our comments and applying the Class A
Primary Plant in Service accounts to Class B ILECs. Adoption of FCC’s Part 32 USOA,
as modified, allows ILECs to implement the revised USOA in the most cost efficient
manner, while not causing harm to consumers or limiting the Commission’s ability to

carry out its regulatory duties.

Respectfully submitted,

]

Matthew P. Macdonald
Partner

Kiesling Associates LLP

8517 Excelsior Dr., Suite 301
Madison, WI 53717
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STATE REPRESENTATIVE

September 20, 2002

Lynda L. Dorr

Secretary of the Commission

Public Service Commission of Wisconsin
P.O. Box 7854

Madison, WI 53707-7854

RE: Docket No. 05-US-113 — Prescribing a Uniform System of Accounts for Class A and B Telephone
Utilities

Dear Ms. Dorr:

I write to you today in support of the comments submitted by the Wisconsin State Telecommunications
Association (WSTA) regarding Docket No. 05-US-113 — Prescribing a Uniform System of Accounts for
Class A and B Telephone Utilities. As somebody who has actively worked to find a solution to these
important issues in the legislature, I would appreciate your willingness to find an acceptable solution.

I agree the PSCW should adopt the FCC USOA with as few exceptions as possible. It is my understanding
the FCC USOA is used as a common basis for recording and analyzing financial information by all ILECs
throughout the country. Consistency of the PSCW’s USOA with FCC USOA should result in lower
accounting costs. The incremental costs associated with variations from the FCC USOA would have to be
assigned to the state jurisdiction and ultimately result in higher service costs to the public. The general
philosophy should be the creation of a simple, basic USOA.

Based on the fact all ILECs are subject to the current state affiliated interest requirements, they are simply
looking for clear guidance on transactions with affiliates. I believe adoption of Part 32.27 would provide
this. I would urge the PSCW not to make policy and procedures regarding transactions with affiliates
based on isolated instances of non-compliance. In this regard, the PSCW should not use the USOA as a
means for overseeing non-financial activities such as Goodwill and Loan Guarantees.

In conclusion, I urge the PSCW to adopt the FCC’s revisions to the USOA with limited exceptions. The
two key exceptions I recommend the PSCW make are that Class B Plant in Service Accounts should be the
same as Class A Primary Plant Accounts, and Part 32.27 paragraph (f), which excludes average schedule
companies should be modified, creating consistency for all telephone companies across the State of
Wisconsin.

Thank you for your thoughtful consideration of this matter.

Sincerely,

.llo}nt Coa:mi:)tele on q ”z
nformation Policy an @m/b
ank—A. M~ C__

CAPITOL OFFICE: P.O. Box 8953
Madison, WI 53708-8953
(608) 267-2365

TOLL-FREE: (888) 529-0028
FAX: (608) 282-3628
E-MAIL: Rep.Pettis@legis.state.wi.us

HOME: 3830 State Road 70
Hertel, WI 54845

(715) 349-2206

(715) 349-7844 Fax

Rep. Mark Pettis

State Representative CO 6
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